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SUBJECT: Determnation O Sale In This State O Tangi bl e Personal Property For
Inclusion In Sles Factor/Del etes Condition That Purchaser |Is U S.
Gover nnent

X DEPARTMENT AMENDMENTS ACCEPTED. Amendments reflect suggestions previously made by the department.
X AMENDMENTS IMPACT REVENUE. A new revenue estimate is provided.

AMENDMENTSDID NOT RESOLVE THE DEPARTMENT’S CONCERNS stated in the previous analysis of hill as
introduced/amended

FURTHER AMENDMENTS NECESSARY .
DEPARTMENT POSITION CHANGED TO
X REMAINDER OF PREVIOUS ANALYSISOF BILL ASINTRODUCED_February 26, 1999, STILL APPLIES.

OTHER - See comments below.

SUMVARY OF BILL

Under the Bank and Corporation Tax Law (B&CTL), this bill would nodify the rules
regardi ng the source of income from sales of tangible personal property.
Specifically, this bill would delete the special treatnent for sales nade to the
United States government. As a result, sales to the U S. government generally
woul d be sourced to the destination state, as are all other sales.

SUMVARY OF AMENDMENT

The May 6, 1999, anendnments provide that sales to the U S government woul d be
thrown back to California if the state of destination of the property cannot be
determ ned. |In addition, the anendnents would elinmnate a potential conflict
between this bill and an election provided in the Miltistate Tax Conpact.

The April 15, 1999, anendnents woul d renpove the special treatnent for sal es nade
to the U S. governnent |located in California.

These anendnents resol ved the policy considerations addressed in the departnent’s

anal ysis of the bill as introduced February 26, 1999. Except for the discussion
of this bill and the policy considerations, the departnent’s prior analysis of
the bill as introduced still applies.

SPECI FI C FI NDI NGS

This bill would nodify the rules regarding the source of income from sal es of
tangi bl e personal property. Specifically, this bill generally would renove from
the throw back rule sales to the U S. government.
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This bill would change existing law as it applies only to the sourcing of sales
of tangi bl e personal property to the U S. governnent as foll ows:

1. CGoods shipped fromCalifornia and delivered to the U S. government in
California would continue to be sourced to California.

2. Goods shipped fromCalifornia and delivered to the U S. governnent in a state
where the taxpayer is taxable no | onger would be sourced to California and
i nstead woul d be sourced to the destination state, unless the state of
destination could not be determ ned, in which case the sale of goods woul d be
sourced to California.

3. Goods shipped fromCalifornia and delivered to the U S. governnent in a state
where the taxpayer is not taxable would continue to be sourced to California
because of the general throw back rule or because the state of destination
coul d not be determ ned.

4. Goods shipped fromanother state and delivered to the U S. governnent in
California where the taxpayer is taxable in California no | onger woul d be
sourced to the state from which shi pped and i nstead woul d be sourced to
Cal i fornia.

5. Goods shipped fromanother state and delivered to the U S. governnment in
California where the taxpayer is not taxable in California would continue to
be sourced to the state from which shi pped.

This bill also would provide that, to the extent the sourcing rules in this bil

differ fromthe Miulitstate Tax Conpact rul es.

TAX REVENUE ESTI MATE

Based on the discussion below, the revenue inpact under the B&CTL is estimated to
be as foll ows:

Ef fecti ve Begi nning on January 1, 1999
Enact ment After June 30, 1999

(in mllions)
1999-0 2000-1 2001-2 2002- 3
-$10 -$13 -$14 -$15

Thi s anal ysis does not consider the possible changes in enpl oynent, personal
i ncone, or gross state product that could result fromthis nmeasure.

REVENUE ESTI MATE DI SCUSSI ON

As anended, the revenue | osses are reduced (by $10 mllion, $12 mllion, $13
mllion) fromthe original estimtes as a result of the deletion of special
treatnent for sales nade to the U S. governnent |located in California, thereby
el i m nati ng "nowhere" sal es.

The estimate is based on the State Corporate Taxation O Sales to the Federal
Government (the report) issued by the Legislative Analyst’s Ofice (LAO,
January 1999.

Information presented in the Report concludes that substituting sales destination
for state of origin for apportionment factor purposes would result in a net
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i mpact of approximately $10 million annually in revenue | osses.

The Report, which was based in part on available tax return information provided
by the Departnment for the aerospace industry, recognizes that sonme conpanies
woul d pay | ess taxes and others would pay nore as a result of this bill, as
anmended. However, on the whole, |ess inconme would be apportioned to California.
The out-year estimates above reflect growth based on projected increases in total
corporate profits.

BOARD PCSI TI ON

Pendi ng.



